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the 


U.S. Balance Payments Problem 


EFICITS THE balance payments 

$3.5 billion 1958 and $3.8 billion 
each the succeeding years and gold 
losses more than billion over the 3-year 
period have generated widespread interest 
international economic developments. 

considerable degree, public appre- 
hension over the foreign payments imbalance 
has been tempered awareness the 
time and latitude for correction provided 
the large gold stock—which the end 
1960 still represented nearly per cent 
the estimated free world total—and an- 
nouncements variety moderate meas- 
ures deal with the imbalances. Remedial 
actions have been taken both the United 
States and foreign governments stem the 
outflow gold and the buildup foreign 
liquid claims the United States. 

generally recognized, however, that 
these imbalances have injected new elements 
into the implementation domestic policies. 
Moreover, the solution the payments prob- 
lem has domestic implications. This article 
discusses the nature the foreign payments 
imbalance and some the problems associ- 
ated with selecting policies that will lead 
its solution. also places broad perspec- 
tive the character adjustments the domes- 
tic economy being called upon make 
restoring foreign payments balance. 


Sources the Imbalance 


Although not possible specify any 
particular cause the balance payments 
problem that suggests clear solution, 
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helpful review some prominent interpre- 
tations the problem developed over 
recent years. These viewpoints fall into three 
broad areas. 

Deterioration Competitive Position 

Particularly 1958, when exports declined, 
many observers identified the difficulty 
decline the competitive position 
producers world markets. Price and wage 
increases the United States, lower wage 
rates abroad, and modernization European 
plant and equipment all were believed have 
contributed growing competitive ad- 
vantage for foreign producers. 

This contention could not discredited 
merely pointing the fact that exports 
had declined from exceptionally large 
volume associated with the Suez crisis; nor 
was the argument necessarily weakened 
1959 when exports showed signs recovery, 
for imports advanced sharply. Still, our share 
total world exports did not display sharp 
persistent downward trend over the past 
decade. Our merchandise exports accounted 
for about the same percentage the total 
1960 1950. Evidence does suggest, 
however, that exports manufactured 
goods have not sustained their relative posi- 
tion world markets. Thus, the share 
merchandise exports major industrial 
nations averaged only 29.5 per cent during 
the 1958-60 period, compared with 
average 34.6 per cent for the years 1950-57. 
Long-Term Capital Flows and Grants 

Nevertheless, merchandise exports 
continued exceed imports throughout the 
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Changes Receipts and Payments 
1958-1960 
Billions Dollars 


Merchandise exports, excluding military shipments under grants 


Merchandise imports 
Receipts from transactions goods and services 

Private investment and Government loans and grantst 
short-term capital flows and unrecorded transactions 
(Minus sign denotes increase payments) 


*Less than $50 million. 


military grants, but includes private remittances and other private transfers. The $1,375 million payment the International 
Monetary Fund cover the increase the quota included the 1959 data. Foreign long-term investment the United States 


and debt repayments were deducted deriving these changes. 


1958-60 period. For this reason, some observ- 
ers have focused private long-term invest- 
ment foreign countries and Government 
loans and grants the major source diffi- 
culty. However, this view overlooks the fact 
that the dollars supplied other nations from 
these sources declined moderately over the 
past years, while the over-all payments 
deficit increased. 

Cyclical Complications 

Still another factor—the difference the 
timing business cycles the United States 
and other industrial nations—has been identi- 
fied crucial element the foreign pay- 
ments imbalances recent years, particularly 
1960. that year, new dimension the 
payments problem arose out the increasing 
propensity short-term funds gravitate 
countries where yields were high. Through 
much 1960, interest rates rose expanding 
industrial nations Europe and declined 
the slackening economy. times, yields 
short-term investments foreign financial 
centers were much percentage points 
above those offered comparable short-term 
instruments the United States, and short- 
term funds were transferred foreign 
centers volume. 

these circumstances, and view the 
substantial deficit being experienced for the 
third consecutive year, speculation arising 
out uncertainty about exchange rates aug- 
mented the outflow short-term funds. 
These developments offset the major increase 


the trade balance which itself came 
about largely because the expansion 
European markets. Thus, despite increase 
almost billion the excess receipts 
over payments for goods and services, the 
balance payments deficit remained 
$3.8 billion 1960. 


Alternative Remedial Policies 


Identification the many facets the 
balance payments problem may contribute 
the selection appropriate remedial meas- 
ures. Such measures, however, must for- 
ward-looking, for they involve choices among 
alternatives, some which may either less 
useful less desirable than others. 

foreign payments deficit conceivably 
could corrected simply using general 
monetary and fiscal measures hold down 
demands for goods and services and re- 
direct flows funds between world financial 
centers. Policies that restrained U.S. demands 
for goods and services, sufficiently intense, 
could enhance the competitive position 
domestic producers inducing price reduc- 
tions. Holding interest rates high levels 
would attract foreigh funds. 

the same time, expansive policies might 
adopted countries with balance pay- 
ments surpluses generate opposite effects 
increasing imports, reducing exports, and 
encouraging outflows funds. 

the postwar period, however, most na- 
tional governments have assumed large 
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measure responsibility for maintaining ac- 
ceptable levels employment and reasonably 
stable domestic price levels. They have there- 
fore assigned high priority the use 
general monetary and fiscal instruments for 
domestic stabilization. 

Although continuation the degree 
monetary and fiscal restraint which had char- 
acterized the economy 1959 would 
have lessened the balance payments pres- 
sures that arose during 1960, restraints suf- 
ficient bring about price reductions and 
stem the outflow short-term funds would 
have run serious risk intensifying reces- 
sionary developments the domestic econ- 
omy. the highly prosperous European econ- 
omies experiencing balance payments sur- 
pluses, monetary and fiscal policies sufficient- 
expansive reduce these surpluses would 
have intensified inflationary pressures. Au- 
thorities European countries were more 
eager pursue this course for the purpose 
payments position than the United States was 
willing strengthen its balance payments 
position enforcing high degree domes- 
restraint recessionary conditions de- 
veloped. 

Interest rates, therefore, were allowed 
advance sharply European countries rely- 
ing monetary restraints achieve domes- 
objectives, and decline this country 
credit easing measures were taken. 
Adaptation Policies 

1960 progressed, international flows 
funds increasingly became important con- 
sideration for monetary policy the United 
States and abroad. The pursuit monetary 
measures that would prevent intensification 
the balance payments problem necessi- 
tated search for adaptations financial 
measures the task satisfying, the same 
time, both domestic and international objec- 
tives. foreign financial centers, where in- 
terest rates advanced sharply through the 
third quarter 1960, measures were taken 
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subsequently that reduced the reliance 
monetary policy instrument domes- 
tic stabilization. Interest rates, particularly 
short-term rates, were permitted fall 
means curbing inflows funds from 
other countries. 

the United States, the other hand, 
monetary policies for curbing recessionary 
tendencies the domestic economy were 
designed with view minimizing down- 
ward pressures short-term interest rates— 
especially the rate Treasury bills. Open- 
market operations were broadened include 
short-term Treasury securities other than bills 
November 1960, and February this 
year were extended issues longer ma- 
turity. The success this policy depends 
primarily upon the degree which can 
provide climate conducive long-term in- 
vestment and bank credit expansion while 
maintaining short-term rates this country 
high enough discourage substantial out- 
flows funds. 

addition, antirecessionary advances 
Government spending well the Admin- 
istration’s proposal tax incentives busi- 
ness spending have been justified partly 
international constraints further monetary 
easing. For, while monetary and fiscal stimu- 
lants achieve improved performance 
the domestic economy would not differ signif- 
icantly their expansive influence 
imports, lessened need rely monetary 
measures would relieve the balance 
payments pressures generated flows 
funds seeking higher yields abroad. 

Role European Financial Policies 

The United States has secured increased 
latitude the achievement domestic and 
international objectives the reorientation 
anti-inflationary measures European 
economies. March, Germany and the Neth- 
erlands announced per cent upward revalu- 
ations their currencies terms other 
currencies, action which may lessen their 
domestic inflationary pressures reducing 
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the excess exports over imports goods 
and services. German monetary restraints, 
which have diminished since late 1960, were 
relaxed further after the establishment the 
new exchange parity. France, anticipa- 
tion reductions scheduled for January 
1962, under the Common Market Agreement, 
reduced tariffs 5-10 per cent, and the cuts 
were extended all countries cases where 
they did not violate minimum 
scribed for the six members the Common 
Market. More recently, British authorities 
have recommended tax program designed 
provide greater flexibility employing 
fiscal opposed monetary measures 
achieve domestic restraint. 

Coordinated foreign and Government 
measures reorient domestic policies have 
been helpful the simultaneous pursuit 
domestic stability and foreign payments bal- 
ance. Although the comparative dimensions 
and timing and foreign economic 
fluctuations should expected change 
the future, the restored convertibility for- 
eign currencies which provides greater free- 
dom for movement funds between financial 
centers—has made imperative that national 
governments exercise continuing and grow- 
ing degree cooperation the conduct 
domestic international policies. 

Mitigating Measures 

addition the more general reshaping 
fiscal and monetary policies, other actions 
have been taken both here and abroad at- 
tenuate provide temporary relief from bal- 
ance payments pressures. These include 
prepayments U.S. Government loans 
France and Great Britain 1959 and those 
scheduled and partly completed Germany 
for 1961, extension the prohibition do- 
mestic gold ownership American owner- 
ship abroad, and tax exemption for foreign 
central banks income from holdings 
Government securities. The 
assurance speculators that the parity rate 
exchange between dollars and other cur- 


rencies will not altered the United 
States also has helped relieve balance 
payments pressures. 

Certain other measures under consideration 
might lend themselves reducing problems 
created cyclical and speculative capital 
movements. The recent explorations 
expanded role for the International Monetary 
Fund offsetting flows funds between 
financial centers and the suggestion that 
commercial banks permitted pay higher 
interest rates time deposits held for- 
eign central banks and governments are illus- 
trative. 

The surest safeguard against speculative 
flows funds would provided, however, 
sustainable balance our foreign pay- 
ments position. While working toward this 
objective, measures such those mentioned 
above may help secure needed latitude 
pursuing domestic and other international 


goals. 


Basic Deficit Remains 


view the rise U.S. exports during 
1960, tempting think that measures 
ameliorate disturbances shorter-term 
character may relied upon provide 
real solution the payments problem. Sure- 
the termination gold outflows March 
1961 and the decline the over-all balance 
payments deficit annual rate 
around billion the first quarter repre- 
sent, least partly, fruition these efforts. 
But view that these developments might 
early sign sustainable improvement 
the foreign payments balance must as- 
sessed critically. Close examination the 1960 
payments deficit reveals that “basic” deficit 
remains even after allowing for short-term 
capital flows. 

measure the basic payments deficit 
given the excess the sum net long- 
term private investment abroad and 
Government loans and grants over the bal- 
ance trade goods and services. 1960, 
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Balance Payments Deficits, 1950-1960 


BILLIONS DOLLARS 


“BASIC DEFICIT” 


OVER-ALL BALANCE 
PAYMENTS DEFICIT 


LOANS, INVESTMENTS, 


AND ECONOMIC 


EXCESS 
EXPORTS 
AND SERVICES OVER 
IMPORTS 


NOTE: Data exclude military grants and shipments and the payment 1959 $1,375 million the International Monetary Fund cover 
the increase in the U.S. quota. investments and grants shown are net of foreign investment in corporate stocks and bonds and in the 


foreign-owned enterprise this Unrecorded transactions, well short-term capital flows, included the measure 
the deficit, are the computation the basic deficit. 


this basic deficit amounted $1.7 billion. Government loans foreign govern- 
Although this figure compares favorably with held net loans and the basic deficit 
the $4.0 billion average 1958-59, still lower level than otherwise would have pre- 
exceeds the $1.2 billion average 1951-57. vailed. some degree, the short-term cap- 
With these refinements, the basic deficit outflows, which were deducted deriv- 
figure gives better idea the magnitude the 1960 figure, represent normal ex- 
the underlying balance payments problem credit finance enlarged exports 
than does the over-all imbalance, which in- goods. 
cludes short-term capital movements. How- More importantly, however, open 
ever, even this measure must used cau- whether exports can sustain the 
tiously. 1959, for example, prepayments pace for indefinite period, despite 
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evidence further strengthening early 
1961. Exceptional growth European econo- 
mies and certain special circumstances were 
important factors the high export levels at- 
tained during the year. Furthermore, 
imports will subjected expansive pres- 
sures recovery the domestic economy 
progresses. 

These considerations would seem, bal- 
ance, indicate that the basic deficit figure 
$1.7 billion for 1960 might underestimate 
somewhat the magnitude the longer-term 
payments imbalance. 

Measures Deal with Basic Deficit 

erasure lessening the basic deficit 
clearly calls for measures different from those 
discussed earlier with reference the soften- 
ing the impact short-term capital move- 
ments. the final analysis, such measures 
must either increase the balance trade 
goods and services cut back the out- 
flows occasioned private long-term invest- 
ment and Government aid and military assist- 
ance. The choice measures must made 
terms assessment their compati- 
bility with the basic goals the Nation. 

Most observers probably would agree that 
inadequate single guide for judging the ap- 
propriate magnitude defense 
abroad and economic assistance less-devel- 
oped countries. These foreign expenditures 
obviously are based broader considera- 
tions concerning the strength the Western 
world. Furthermore, unilateral paring 
Government loans, grants, and military ex- 
penditures abroad would offset im- 
portant degree reductions exports 
goods and services. 

would incorrect suggest that this 
Nation’s financial role the development and 
military preparedness the free world 
entirely inflexible. Attention has focused in- 
creasingly upon the possibility that improved 
balance payments positions and living 
standards foreign industrial nations may 


permit them accept greater responsibility 
for the achievement these common goals, 
Expanded foreign economic assistance the 
less-developed countries that cur- 
rently being undertaken Germany—and the 
acceptance Western nations greater re- 
sponsibility for defense the free world 
least would aid the United States confining 
military and economic assistance more nearly 
recent levels. 

But the fact remains that the continued 
commitment this Nation carry substan- 
tial part the military and aid programs 
the free world necessitates turning meas- 
ures other than reduced outlays for these 
projects. Unless profit-motivated flows 
long-term investment funds abroad are cur- 
tailed foreign investments the United 
States are encouraged, adjustment the 
basic deficit may have come primarily from 
still greater and sustainable trade surplus. 

wide range measures that favor ex- 
port expansion, foreign tourism the United 
States, and reduced rate growth our 
imports goods and services might con- 
sidered. Some are clearly difficult reconcile 
with the Nation’s stated policies. For ex- 
ample, severe domestic restraints designed 
foster rapid price declines would conflict with 
domestic goals high resource utilization and 
sustainable economic growth. Restrictions 
imports, travel abroad, capital out- 
flows would sacrifice the postwar commit- 
ment the United States and other nations 
working for the establishment and mainten- 
ance free multilateral trade 
ments system. Moreover, restrictions trade 
and payments, inviting foreign retaliation, 
might relatively ineffective restoring 
basic foreign payments balance. 

The objective raising the trade surplus 
might accomplished partly through more 
vigorous promotional activities such trade 
missions abroad. Recent broadening guar- 
antee and credit programs the Export-Im- 
port Bank also may aid establishing new 


trade channels, and simplication entry pro- 
visions for tourists should enhance the attrac- 
tiveness foreign travel this country. 

Export expansion the dampening 
long-term growth imports less de- 
pendent upon policies pursued foreign na- 
tions than U.S. policies. Without the 
willingness other nations, especially those 
with strong balance payments positions, 
accept larger volume goods and 
services and consume rather than export 
greater part their own output, efforts 
enlarge the U.S. export surplus would 
doomed failure. 

the past decade and increases foreign gold 
and dollar holdings reflected surpluses 
other countries which aided them pursuing 
policies that contribute the adjust- 
ment. This represented strikingly in- 
creases quotas and liberalizations licens- 
ing arrangements and other payments re- 
strictions over recent years. less direct 
way, expanded economic assistance the 
developing nations foreign countries also 
may increase exports this aid not 
tied the exports the granting countries. 
Importance International Price Adjustments 

the last analysis, the effectiveness all 
these measures deal with the basic deficit 
will depend most importantly upon the pro- 
duction goods the United States tech- 
nically suited foreign and domestic needs 
and priced competitively with those offered 
foreign producers. Achievement this 
condition can served gains the over- 
all productivity the economy. These 
could possibly result from tax incentives 
range alternative measures encourage 
capital formation and fuller and more effec- 
tive utilization physical and labor re- 
sources. Clearly, however, productivity gains 
distributed fully the form higher wages 
and profits would not enhance the competi- 
tiveness American producers. foreign 
payments balance secured through 


Monthly Review June 1961 


Balance Payments Problem 


domestic price adjustment, advances 
real income must accrue some degree 
the form price reductions rather than in- 
creases wages and profits. 

More precisely, international price 
ments resulting from decline domestic 
prices rather than from exchange rate adjust- 
ment, the German and Dutch cases, 
from foreign price advances, necessitate re- 
duction prices relative domestic 
prices foreign countries. This means that 
productivity gains abroad, whether more 
less rapid than those experienced the United 
States, least must more fully reflected 
money income advances than they are 
the United States. For only meeting 
this condition that price reductions this 
country could gain sustain the margin 
competitive price advantage that would serve 
restore maintain balanced foreign pay- 
ments position. 


Domestic “Costs” Closing 
the Payments Gap 


the basic deficit erased rais- 
ing our trade balance, consumption foreign- 
produced goods must reduced smaller 
proportion domestic output goods and 
services must devoted the satisfaction 
domestic demands, thereby freeing output 
goods and services for export. recent 
years, however, quite the opposite has oc- 
curred. 

shown the accompanying table, the 
United States, fact, has advanced its over- 
all consumption standards increasing im- 
ports and reducing exports relative the 
growth total output goods and services 
—gross national product. Exports and imports 
goods and services over the 1958-60 period 
equal 5.57 per cent and 4.45 per cent 
respective average ratios the 
entire postwar period—would have been more 
than sufficient close the basic payments 
gap. Alternatively, 5.86 per cent rather 
than 5.17 per cent domestic output for the 
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Foreign Trade and Gross National Product 
1946-1960 


Per Cent GNP 
1946-60 1950-56 1958-60 


Merchandise exports 
Merchandise imports 

Exports goods and services 
Imports goods and services 
Excess exports goods 
and services 


1958-60 period had been devoted exports 
goods and services, balance would have 
been preserved the basic foreign payments 
position. Or, merchandise exports 4.31 per 
cent GNP rather than 3.63 per cent would 
have preserved this balance. 

The sacrifices domestic consumption 
standards necessary close the basic deficit 
the United States very small compared 
with those faced European economies 
the early postwar years. The impact such 
adjustment absolute consumption stand- 
ards would lessened further economic 
growth. Moreover, once restored, basic bal- 
ance could preserved even with Govern- 
ment loans and grants and net long-term in- 
vestment growing rate equal the ex- 
pansion GNP the expansion net ex- 
ports goods and services also matched this 
growth rate. 

more detailed delineation domestic 
effects restoring balance foreign pay- 
ments requires analysis specific remedial 
measures. The pattern exports, imports, 
and domestic output should expected 
respond differently reductions foreign 
restrictions trade and payments, for ex- 
ample, than increased developmental as- 
sistance wealthier foreign nations. Although 


the particular route balance payments 
adjustment may highly significant se- 
lected industries, the broad effects the pat- 
tern resource utilization clearly are small 
relative the over-all dimensions the do- 
mestic economy. 


Concluding Remarks 


Despite evidences strengthening the 
payments position 1960 and early 
1961, securing sustainable foreign payments 
balance not viewed easy task. 
Pressures for rising wages and profits may 
prevent goods from gaining needed com- 
petitive advantage through domestic price ad- 
justment. Developments European econ- 
omies, especially within the Common Market 
where tariff barriers between its six mem- 
bers are gradually eliminated, may in- 
tensify the problem producers com- 
peting world markets. Differing national 
growth rates and divergent cost-price move- 
ments national economies further compli- 
cate problems international balance. Co- 
ordination national and international pol- 
icies overcome payments difficulties asso- 
ciated with these longer-term problems 
balance, well with contrasting cyclical 
developments and speculative 
movements short-term funds, essential 
stable and free international trading en- 
vironment. difficult the achievement 
longer-term international balance may seem, 
however, the adjustment over-all consump- 
tion standards and the pattern resource 
utilization necessary attain this goal 
relatively small for economy pro- 
portions. 
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What The Future For Dairying? 


PROFITABILITY many dairy enter- 
the years ahead highly un- 
certain. Changes underway the dairy in- 
dustry may beneficial some producers 
and adverse others. Success failure may 
depend any number factors—in- 
cluding location, method marketing, size 
herd, productivity cows, and degree 
mechanization. 

Dairying regarded favorably many 
producers and financial agencies because 
provides regular and dependable income. 
varies less, both seasonally and cyclically, 
than many alternative farm enterprises. Nev- 
ertheless, careful long-range planning nec- 
essary because the time required build 
and liquidate milking herds and the large 
amounts specialized facilities and equip- 
ment needed. specialized dairy operation 
highly inflexible enterprise requiring 
heavy investment. sideline dairy enter- 
prise may more flexible but this may 
the expense efficient resource utilization. 

Anyone contemplating investment new 
enlarged dairy enterprise needs take 
careful note the developing trends. While 
the short-run risks cyclical changes are 
low, the long-run risks adverse trends 
demand costs may high. better under- 
standing the trends should enable many 
producers improve their profit potentials 
anticipating further changes and adjusting 
their investment and operating plans accord- 


ingly. 
The Status Dairying Agriculture 


Dairying one the most important ag- 
ricultural industries the United States. 
Prior World War II, sales milk and 
cream were the leading source for cash re- 
ceipts from farm marketings, and recent 
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years they have been second only sales 
cattle and calves. Furthermore, the dairy and 
beef industries are not entirely independent 
each other, since substantial numbers 
the cattle and calves sold for slaughter are 
culled milk cows and the progeny “cows 
kept for milk.” Alternatively, cows kept pri- 
marily for beef stock may milked for 
short periods, although this becoming less 
common producers become more special- 
ized. 

Cash receipts from farm marketings have 
varied less from year year for milk and 
cream than for most other major farm prod- 
ucts. From 1945 1959, year-to-year changes 
cash receipts averaged 7.3 per cent for 
milk and cream, compared with 19.2 for 
cattle and calves, 15.0 for food grains, and 
13.7 for hogs. The maximum increase from 
one year the next was 22.7 per cent for 
dairy, compared with 49.5 for food grains, 
34.5 for hogs, and 32.0 for cattle and calves. 
The maximum decrease from one year the 
next was 14.7 per cent for dairy, compared 
with 21.6 for hogs, 21.4 for cattle and calves, 
and 14.5 for food grains. 


Changing Patterns Utilization 


The demand for milk composite the 
demands for its many products. These prod- 
ucts include variety beverages, protein 
foods, fatty spreads, desserts, baby formulas, 
dietary mixes, and livestock feed. Milk and 
its products are widely used breads, pas- 
tries, candies, and general cookery. Casein, 
milk protein, used glue, paint, plastics, 
and artificial fibers. Since different dairy 
products contain different proportions the 
fat and nonfat constituents milk, shifts 
product demands may change the character 
the over-all demand for milk. One the 
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Chart 
Domestic Civilian Consumption Major 


Dairy Products 
United States 


PER CENT 1924 
3000 SCALE 


CONDENSED ¢ EVAPORATED 
MILK a 


SOURCE: Department Agriculture. 


most significant changes milk utilization 
the past years has been the increase 
nonfat solids consumption relative milk- 
fat consumption. Chart shows that the 
greatest increase the consumption dairy 
products has been for dry milk, largely nonfat 
dry milk solids, while the greatest decrease 
recent years has occurred the consump- 
tion butter, which composed largely 
milkfat. 

Fluid consumption accounts for about half 
the milk produced (fat the United 
States, while the other half used manu- 
facturing. Among the manufactured prod- 
ucts, butter leads milkfat use, followed 
cheese, ice cream, and evaporated milk. The 
per capita consumption most dairy prod- 
ucts has declined recent years. Butter has 
led the decline, followed evaporated milk 
and fluid milk. However, ice cream consump- 
tion has been relatively stable and cheese 
consumption has increased substantially. Per 
capita consumption milkfat all forms 
was about pounds 1960, compared 
with pounds 1942. 

Milkfat production, consumption, and 
mount marketed farmers increased from 
1924 1942 shown Chart However, 


the amount milkfat marketed farmers 
has continued increase while production 
and consumption have leveled off. The in- 
creased proportion milkfat marketed has 
been accompanied widespread changes 
the method marketing milk. Nearly half 
the milk marketed was farm separated 
and sold cream 1933, while less than 
one twelfth was sold this form 1960. 
Less than 8.5 billion pounds milk was 
farm separated and sold cream and more 
than 105 billion pounds was sold whole 
form 1960. The shift whole milk sales 
has been associated with larger-scale dairy 
farms, improved facilities for handling whole 
milk, and growing demand for nonfat milk 
solids. 

Chart shows nonfat milk solids produc- 
tion, consumption, and amount marketed 
farmers. From 1924 1960, nonfat solids 
marketed farmers tripled while fat mar- 
keted increased four fifths. Seven eighths 
the nonfat solids produced was marketed 
1960, whereas less than half was marketed 
prior 1940. Domestic civilian consumption 
nonfat solids almost doubled from 1924 


Chart 
Milkfat 


Farm Production, Amount Marketed Farmers, 
and Domestic Civilian Consumption 


United States 


BILLION POUNDS 
6 


farm family use. 
estimates. 


2000 
800 
600 ORY MILK 
400 1CE CREAM 
300 
200 
80 2 
60 
40 
1924 "30 "35 40 "45 "60 
Pr 
PROOUCTION 
5 
4 tl 
3 MARKETED I 


Chart 
Nonfat Milk Solids 
Farm Production, Amount Marketed Farmers, 
and Domestic Civilian Consumption 
United States 
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1960, while milkfat consumption increased 
only one fourth. The change the nonfat 
solids situation was made possible the 
drastic decline the feeding skim milk 
livestock which accompanied the shift from 
farm-separated cream whole milk sales. 

Per capita consumption nonfat solids 
increased from pounds 1924 
pounds 1946, and has varied from 
pounds since. Consumption fluid skim 
milk products stabilized the after 
decline several decades. The use 
evaporated and condensed skim milk has held 
steady recent years, while the use low- 
fat frozen desserts, cottage cheese, and non- 
fat dry milk has increased steadily. Although 
the per capita use fluid whole milk has de- 
creased, the decline terms nonfat solids 
has been very small. 

While production has declined slightly and 
domestic civilian consumption has increased, 
Government purchases nonfat milk solids 
recent years have increased. This paradox- 
ical situation has resulted from the greater 
nonfat solids marketed farm- 
The amount marketed 
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faster than domestic civilian consumption and 
has exceeded since 1952. Most the ex- 
cess marketed has been processed into non- 
fat dry milk solids, and exports under Public 
Law 480 have prevented the accumulation 
large storage stocks. Since dry milk adapt- 
able the diets most peoples the 
world, finding export outlets has not been 
problem. 


Changing Patterns Production 


Commercial dairy production the United 
States has developed largely the last 100 
years. Prior the Civil War, many city fam- 
ilies kept their own milk cows. The cus- 
tom continued smaller towns into this cen- 
tury, although ended earlier larger cities 
congestion increased and sanitary regula- 
tions became more strict. Commercial fluid 
milk production first developed the pe- 
riphery larger cities and spread outward 
transportation facilities improved. Milk 
excess fluid consumption was processed 
into butter and cheese, but, since butter and 
cheese could transported longer distances 
and stored for longer periods, their produc- 
tion tended center further away from the 
consuming areas. 

The expansion commercial dairying led 
the development factory processing and 
dealer distribution dairy products. 
cheese factory established New York 
1851 believed the first dairy manu- 
facturing plant the United States. The 
first butter factory was established 
about 1865. Factory cheese production grew 
rapidly, while factory butter production grew 
less rapidly and about half all butter was 
farm-churned late 1900. appreciable 
amount farm-produced cheese butter 
has been sold recent years. Fluid milk 
processing plants appeared toward the end 
the 19th century with the advent bot- 
tling and pasteurization. Producer distribu- 
tion has continued the present time, but 
has been increasingly discouraged com- 
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Chart 
Milk Cows and Production Farms 
United States 


PER CENT OF 1924 
160 


we PRODUCTION PER 
TOTAL PRODUCTION* 
140 


*Excludes milk sucked calves and milk produced cows not 
on farms. 


tAverage number during the year, excluding heifers that have 
not freshened. 


SOURCE: Department Agriculture. 


pulsory pasteurization laws and the large in- 
vestment required for efficient milk proc- 
essing plant. Most fluid milk now distrib- 
uted large plants which procure milk from 
many producers. 

Milk cow numbers reached peak 1944 
and, Chart shows, they have declined 
every year since then, except 1953. The 
total number 1960 was per cent less 
than 1944, but there are some indications 
that the decline has slowed. The number 
farms with milk cows decreased about per 
cent from 1950 1959, but this was due 
part the general increase size farms 
and the change census definition farm. 
1940, per cent all farms had milk 
cows, compared with per cent 1950 
and per cent 1959. The number 
specialized dairy farms declined only slightly, 
most the change was farms with 
small sideline dairy enterprises. 

The average number milk cows per farm 
has increased substantially. For farms re- 
porting milk cows, there were 4.6 cows per 
farm 1930 and 9.2 1959. State averages 
varied widely, from 3.4 for North Carolina 
38.5 for California 1959. The average 


for the Tenth Federal Reserve District states 
was only 6.5 milk cows per farm. The opti- 
mum size dairy herd depends many 
factors, but there are probably very few 
specialized dairy farms with fewer than 
cows that provide adequate returns cap- 
ital and labor. 1959, there were 428,000 
specialized dairy farms among the total 
1,792,000 farms with milk cows the United 
States. Most the specialized dairy farms 
were located near large population 

Chart shows that the upward trend 
milk production has continued despite the 
downturn milk cow numbers. Milk pro- 
duction farms reached peak 1945, 
declined for several years the rate de- 
crease cow numbers exceeded the rate 
increase output per cow, rose new 
high 1956, then declined again. 
tion 1960 totaled 122.9 billion pounds, 
which was per cent less than the 1956 
high, but per cent more than the 1948 low. 
Most the recent increase production 
occurred the Northeast, Great Lakes, and 
Pacific Coast areas. Milk production Tenth 
District states has declined fairly steadily 
since 1942. 

Average milk production per cow has in- 
creased consistently since 1934, except for 
the World War period. From 4,000 pounds 
1934, increased 5,000 pounds 1947, 
6,000 pounds 1956, and 7,000 pounds 
1960. While the increase from 4,000 
5,000 took years, the increase from 5,000 
6,000 took years, and the increase from 
6,000 7,000 took only years. Substantial 
increases still are possible because individual 
cows have produced several times the 1960 
average and many specialized dairy herds 
average 10,000 12,000 pounds per cow. The 
state with the highest average 1960 was 
California, with 9,770 pounds per cow. The 
Tenth District average was only 5,825 pounds 
1960, but all the states the District 
showed substantial increases above their 1934 
averages, 
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The increasing output per cow has resulted 
from the better breeding, feeding, and manage- 
ment which has accompanied the shift from 
sideline dairying specialized dairy opera- 
tion. Until recently, large numbers beef, 
dual-purpose, and scrub cows were kept for 
milk, and most these were not efficient 
converting feed into milk. Not only has there 
been shift higher proportion dairy 
breeds, but the breeds have been improved 
well. Federal and state agricultural agen- 
cies, dairy herd improvement associations, 
and artificial insemination groups have co- 
operated improve cattle breeding and 
make improved stock available all dairy 
farms. 1959, million milk cows, nearly 
third the total, were artificially insem- 
inated. addition, the severe culling which 
has been practiced recent years has re- 
moved much the lower-producing stock. 

Improvements feeding and management 
have accompanied those breeding. The 
amount concentrates fed per cow has in- 
creased substantially—from 1,456 pounds per 
cow 1944 2,333 pounds 1960. Better 
management has led shorter periods be- 
tween lactations, better disease control, and 
other practices which have 
duction. Increased use mechanical equip- 
ment—including pipeline milking, refrigerated 
milk storage, and power feeding and cleaning 
raised the investment required for dairy 
production. The higher investment require- 
ments tend make farmers more cost con- 
scious and lead efforts efficiency. 


Implications for the Future 


Total milk use appears likely continue 
increasing the years ahead, but the outlook 
for different dairy products varies consider- 
ably. Consumption prospects appear most 
encouraging for cheese, iced desserts, and 
fluid milk. Dry milk consumption seems likely 
rise further, but much the increase may 
replace that other milk products and re- 
sult little gain total use. Butter con- 
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sumption prospects look less encouraging and 
more butter may replaced margarine 
unless the relative prices change. However, 
population increases may offset the per cap- 
ita decline and stabilize total butter con- 
sumption. Total evaporated and condensed 
milk consumption may stabilize about the 
present level, but new products—such 
sterile milk concentrate—may replace some 
the older products. 

Potential consumption increases appear 
more likely for nonfat solids than for milk- 
fat, although surpluses nonfat solids may 
greater the next few years less skim 
milk fed livestock and the ratio non- 
fat fat solids produced continues in- 
crease. However, the influence these fac- 
tors limited and supplies nonfat solids 
may come into balance with consumption 
within years. course, unpredictable 
dietary changes may occur. For example, 
change the suspicion that cholesterol in- 
take related coronary disease might 
affect the consumption milkfat. Likewise, 
change the popularity liquid weight- 
reducing diets with milk bases might affect 
the consumption nonfat milk solids. 
the basis past trends American dietary 
habits, consumption nonfat solids seems 
more likely increase than does fat consump- 
tion. 

Prospective changes appear greater 
for production factors than for consumption 
factors. Although changes milk cow num- 
bers and production per cow have been sub- 
stantial since 1944, considerable further 
change possible. Average output per cow 
probably will continue grow, although the 
rate growth may not continue increase. 
Average output probably could doubled 
simply extending the use presently 
known techniques breeding, feeding, and 
management. Also, seems likely that con- 
tinued improvements will made the 
techniques. Since per capita milk use seems 
likely remain about the same, total milk 
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production probably will expand about the 
same rate the population. Also, assuming 
that output per cow will continue increase 
faster than population expands, milk cow 
numbers probably will decline somewhat 
further. 

Dairy production probably will become 
more specialized the future. The advan- 
tages specialized management and the in- 
creasing investment needed dairy produc- 
tion will tend increase the efficiency gap 
between the specialized dairy operation and 
the sideline dairy enterprise. The most effi- 
cient size for dairy enterprise seems 
increasing, possibly even faster than the ac- 
tual size dairy farms. Most the recent 
technological developments dairy produc- 
tion seem have increased the optimum scale 
operation, and future developments may 
increase further. The price-cost squeeze 
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*Tenth District portion only, 
than 0.5 per cent. 


small dairy operations may become greater 
the years ahead. 

Dairy prospects the Tenth District are 
highly variable. Prospective returns for labor 
and capital invested appear best for 
ized Grade dairy farms near larger cities, 
Other factors which should contribute 
itability include careful breeding, high rates 
concentrate feeding, the use the most 
efficient equipment, and good technical and 
business management. Prospects appear less 
encouraging for small sideline dairy 
tions, especially for those that have neither 
fluid milk nor cheese plant markets. The 
problem further compounded poor 
breeding and feeding, and the sideline 
tor less likely skilled dairy mam 
ager. view the many variables 
blanket statement dairy prospects can 
applied specific enterprise. 
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